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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Examine the
Commission’s post-2005 Energy Efficiency Rulemaking 06-04-010
Policies, Programs, Evaluation, Measurement and (Filed April 13, 2006)

Verification, and Related Issues.

ASSIGNED COMMISSIONER’S RULING DETERMINING
NO NEED FOR EVIDENTIARY HEARINGS AND ESTABLISHING
PROCEDURAL SCHEDULE FOR PHASE 1 ISSUES

By ruling dated May 24, 2006, I established the general timeline for Phase 1
of this proceeding and deferred a final determination on the need for evidentiary
hearings in Phase 1 until the completion of the workshop process. As described
in that ruling, in Phase 1 the Commission will develop a shareholder risk/return
incentive mechanism for energy efficiency consistent with the policy rules,
performance basis and associated updating/true-up determinations adopted in

Rulemaking (R.) 01-08-028 and related proceedings.

No Need For Phase 1 Evidentiary Hearings
Following the filing of Phase 1 proposals, Administrative Law Judge (ALJ)

Gottstein led a three-day workshop on Phase 1 issues on June 26-28, 2006.
I attended the final workshop session. AL]J Gottstein and I indicated at that time
that evidentiary hearings would not be held, and instead, a continuation
workshop was scheduled for July 18, 2006.

Today’s ruling memorializes my determination that evidentiary hearings

will not be required to resolve the issues in Phase 1.
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Post-Workshop Comments and Procedural Schedule

For the July 18, 2006 continuation workshop, the utilities! and interested
parties were asked to further flesh out a shared-savings incentive mechanism for
resource programs working with the Straw Proposal design concepts presented
for discussion purposes during the June 26-28 workshop. In particular, they
were asked to develop the design details of a mechanism at three different (high-
medium-low) levels of potential earnings at target performance. For this
purpose, the utilities and interested parties prepared summary tables to illustrate
their proposed permutations of the Straw Proposal to reflect alternate earnings
levels for discussion. Those summary tables, along with the Straw Proposal, are
posted at www.cpuc.ca.gov/static/energy/electric/energy+efficiency/rulemaking.

To further develop the record, I am requesting that parties file written
post-workshop comments by September 8, 2006 that address the following:

(@)  What should be the potential level of earnings (in $ millions)
for a shared-savings incentive mechanism at 100% of target
performance (i.e., achievement of savings goals)? Interested
parties that are presenting proposals that apply to all utilities
should present these levels for each utility, as well as for the
four utilities combined.

o Clearly discuss the policy and/or theoretical basis for your
answer. Explain all factors you considered in reaching
your determinations. The discussion should enable the
reader to clearly understand how you decided that the
potential level of earnings under your proposed incentive
mechanism is a reasonable recommendation.

1 “The utilities” refers collectively to Pacific Gas and Electric Company, Southern
California Edison Company, San Diego Gas & Electric Company, and Southern
California Gas Company.
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o During the workshop process, the utilities presented their
methodology for developing “comparable earnings” levels
for energy efficiency relative to supply-side alternatives
(steel-in-the-ground and power purchases), as I directed in
my May 24, 2006 scoping memo. At the workshops, there
was some discussion of assumptions/methodological
issues associated with those calculations, including the
basis for imputing debt equivalence to power purchases,
the choice of discount rate, the treatment of debt tax
reduction and chosen approach to tax depreciation (in
calculating rate base and equity), among others. If the
Commission decides to utilize the utilities” analysis of
comparable earnings as a reference point for the evaluation
of earnings potential under an energy efficiency incentive
mechanism, present your views on the assumptions or
methodology used by the utilities for this purpose, and
what alternates you would propose, as appropriate.

(b)  What permutation of the Straw Proposal discussed at the
July 18 workshop best corresponds to your views expressed
under a) above? Specifically reference the permutation
illustrated in the summary tables posted at
WWW.cpuc.ca.gov /static/enerey / electric / enerey+efficiency /rulemaking. If
you have made further clarifications or modifications to a
permutation presented at that workshop, please so indicate.

o Discuss your recommended Straw Proposal permutation in
terms of each design parameter (e.g., minimum
performance standard (MPS), earnings/penalties curve
and other parameters reviewed at the workshop and
presented in the summary tables). Present your rationale
for proposing specific design parameters, e.g., that the MPS
be based on achieving each savings metric (GWh, MW,
MMtherm) versus an averaging of those metrics, or other
approaches to establishing the MPS. 2 Present the

2 As discussed by ALJ Gottstein at the workshop, parties should analyze this particular issue
(averaging the savings metrics) with numerical examples, in presenting their positions.
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advantages of your approach for each design parameter,
relative to others presented at the workshop, as well as the
potential downsides that you considered.

o (Optional): Should the Commission consider a risk/return
incentive mechanism outside any of the permutations
discussed at the workshops (keying off the Straw Proposal
or alternatives to it)? If so, be specific as to the design
parameters you would recommend, and why, using the
posted summary comparison tables and figures/charts as
templates to present your response. (See below.)

Each party is responsible for preparing illustrative
figures/charts of their recommended earnings/penalty curve
and associated earnings/penalties under their preferred Straw
Proposal permutation, using the formats presented at the

June 26-28, 2006 workshops. These are available under the
“charts” section for that workshop, posted on the webpage
referenced below. Contact William Miller (see below) for
assistance in obtaining an electronic template of the figures
(“Figures 1-A and 1-B”) for your use.

The utilities and interested parties should also present and
justify in their comments specific proposals for earnings
claims/recovery and linkage to evaluation, measurement and
verification (EM&V). The proposals should clearly describe
the timing and recovery rate for earnings claims, how the
performance earnings basis (PEB) for each claim is linked to
EM&YV results, the program year(s) covered for each pay out
of earnings, how and when the MPS is established, and
associated final true-up and payback provisions, as
appropriate.

o To summarize your position, complete the summary tables
presented at the July 18 workshop on these issues, which
are also posted at the website address above. In addition:

e Provide payout formulas and numerical examples to explain
the mechanics of the proposal, under scenarios where the
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MPS may not be met in one or more earnings claim—or at the
tinal true-up stage.

e Explain (using numerical examples) what happens under
your proposal at the final claim when the PEB is trued up
with all ex post measurement conducted under the EM&V
protocols (i.e., measure load impacts as well as number and
type of measure installations and program costs). In
particular, what do you propose if the earnings rate times the
“trued-up” PEB is less than the amount of earnings already
paid out under previous installments? What happens if the
“trued-up” savings levels at the final earnings claim indicate
that the cumulative MPS was not met for the program cycle,
even though it was met for previous claims/individual
program years? Discuss how your proposal is designed to
mitigate the risks of these potential outcomes.

(e)  What “counts” under your proposed shared-savings
mechanism? 3 Present your position on what program and
portfolio costs/savings are counted towards the PEB, the
treatment of Codes and Standards program savings/costs,
savings from low-income energy efficiency programs, EM&V
costs, etc. (See the list of issues presented on this topic under
the “Summary of Risk-Return Proposals” table posted on the
website). Provide a discussion of the reasons for your position
on each of these design parameters.

(f) How do you propose that the performance of non-resource
programs (e.g., information/audits, emerging technologies) be
handled for this program cycle in particular, or for future
cycles? Discuss the proposals put forth in pre-workshop

3 As discussed at the workshop, the utilities will provide to the service list a specific
listing of the programs and costs included in the shared-savings proposals they
presented at the workshops, without delay. Each utility and interested party should
then present their final proposed listing as an attachment to the post-workshop opening
comments, so that the differences among them can be reflected in the Summary of Risk
Return Proposals and in the summary tables 7 and 8B, discussed below.
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comments, as well as others that may be explored informally
during post-workshop meetings, as you consider this issue.

(g)  William Miller of Pacific Gas & Electric Company has
volunteered to be the contact person for coordinating the
preparation of summary documents of parties” proposals, as
well as scheduling additional informal meetings prior to the
filing of comments. As discussed at the July 18, 2006
workshop, these summary documents will be modeled after
the summary materials presented and discussed during the
workshops:

o Summary of Risk/Return Proposals by design
parameter/issue and by party;

o Table 7 comparison of shared-savings target earnings
levels with avoided supply-side investment. As discussed
at the July 18 workshop, the PEB used to illustrate the
proposals for target earnings levels in this table should
utilize the 2006 Update of natural gas avoided costs
adopted in (D.) Decision 06-06-063. The PEB in this table
should reflect the party’s specific proposal as to what
program savings and portfolio costs should be included
under the mechanism (i.e., from Table 8-B discussed
below).

o Table 8 presentation of earnings/penalties at various levels
of performance, as further refined at the July 18 workshop:

e Table 8A: The PEB and associated earnings calculations
presented in Table 8A should be standardized to include all
energy efficiency portfolio costs (including all EM&V).

e Table 8B: The PEB and associated earnings calculations
presented in Table 8B should reflect the party’s specific
proposal on what costs are included. In all other respects,
Tables 8A and 8B are identical.

e  Workpapers to these tables should show the earnings and
penalty levels by proposed tier, but Tables 8A and 8B should
“collapse” that information into a single column, by proposal.

-6-
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e The earnings calculations in these tables should use the
utilities” non-linear methodology for illustrating the PEB
associated with different levels of savings goal achievement.
These PEB numbers should also be updated for all utilities to
reflect the recent update to avoided natural gas costs, per
D.06-06-063. As directed in this ruling, the utilities shall
provide these PEB numbers to the parties, so that a consistent
set is used in the post-workshop comments and summary
tables.

e For the non-utility proposals, these tables should present
potential earnings and penalty levels by each individual
utility, as well as for the sum of all four utilities.

e These tables should be extended to reflect a broader range
(e.g., down to 0% of achieved savings) of performance. As
discussed at the workshop, additional/alternate intervals of
% achievements may be considered in compiling these tables,
in order to more fully capture the MPS, caps and other design
parameters of the proposals.

e A separate table below the current one should also be
developed to illustrate the “cost effectiveness guarantee”
(and any associated cap) for those proposals that include one,
using PEB as the metric of performance, rather than achieved
savings.

o “Earnings Claims/Recovery and Linkages to EM&V” and
“Proposed Earnings Recovery Schedule” documents to illustrate
the alternative proposals on these issues. Numerical calculations
that use the same MPS and trued-up values at each claim, but
illustrate differences in earnings pay-out/recovery rate, etc.
under the various proposals should also be presented in
comparison format.

All parties filing comments are directed to send William
Miller the information he needs to prepare these summary
documents, at a schedule he will provide to the service list so
that the summary documents can be filed on time (see
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schedule below). He can be reached by phone at
(415) 973-4911 and by email at wem2@pge.com.

After obtaining feedback from individual parties, PG&E shall file and
serve the summary documents discussed above by September 15, 2006. Reply
comments are due by September 29, 2006. AL]J Gottstein or Chris Villarreal of
our Division of Strategic Planning may request additional information as needed
to assist in the development of the record.

Post-workshop opening comments should address the issues discussed
above and include fully developed shared-savings incentive mechanisms for
Commission consideration. Reply comments should be limited to rebuttal of the
material presented in opening comments, or to modification of a party’s opening
position(s) in direct response to the opening comments of other parties. Reply
comments should not be utilized by a party to present an “opening position” in
lieu of filing opening comments, or to introduce new positions or information
that is not directly responsive to arguments or positions presented in opening
comments.

I encourage the utilities and interested parties to continue to meet
informally and to work collaboratively in addressing the Phase 1 issues in the
development of post-workshop comments. By all accounts, the exchange of
views and open consideration of alternatives during the workshops this summer
was productive to all involved. Continuation of the dialog among interested
stakeholders will, in my view, greatly assist parties in developing their final
proposals and in identifying the key policy and design issues for Commission

consideration.
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Community Environmental Council’s Petition to Intervene

On May 22, 2006, the Community Environmental Council (Council) filed a
petition to intervene in this proceeding. AL]J Gottstein approved the petition by
electronic communication. Today’s ruling memorializes the approval of

Council’s petition.

IT IS RULED that:

1. Evidentiary hearings are not required to address Phase 1 issues.

2. Post-workshop opening comments, as discussed herein, are due by
September 8, 2006 and reply comments are due by September 29, 2006. The
summary tables and charts discussed in this ruling shall be submitted by Pacific
Gas and Electric Company by September 15, 2006.

3. Post-workshop opening comments shall address the issues discussed in
this ruling and include fully developed shared-savings incentive mechanisms for
Commission consideration. Reply comments are limited to rebuttal of the
material presented in opening comments, or to modification of a party’s opening
position(s) in direct response to the opening comments of other parties. Reply
comments are not to be utilized as an opportunity to present an “opening
position” in lieu of filing opening comments, or to introduce new positions or
information that is not directly responsive to arguments or positions presented in
opening comments.

4. Within five days from the effective date of this ruling, the utilities shall
provide to the service list a specific listing of the programs and costs included in
the shared-savings proposals that each utility presented at the workshops.

5. By no later than August 21, 2006, the utilities shall submit the performance

earnings basis numbers discussed in this ruling for the development of tables to
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illustrate potential earnings and penalties under each proposed shared-savings
mechanism.

6. All comments and submittals required by this ruling shall be filed at the
Commission’s Docket Office and served on the service list in this proceeding
pursuant to the Electronic Service Protocols attached to the OIR and consistent
with Rules 2.3 and 2.31. Hard copies shall also be served on AL]J Gottstein and
the Assigned Commissioner, pursuant to those protocols.

7. The May 22, 2006 Petition to Intervene of Community Environmental
Council is approved.

8. For good cause, ALJ Gottstein, AL] Weissman or I may modify the due
dates in this ruling.

Dated July 20, 2006, at San Francisco, California.

/s/ DIAN M. GRUENEICH
Dian M. Grueneich
Assigned Commissioner

-10 -
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INFORMATION REGARDING SERVICE

I have provided notification of filing to the electronic mail addresses on the
attached service list.

Upon confirmation of this document’s acceptance for filing, I will cause a
copy of the filed document to be served upon the service list to this proceeding
by U.S. mail. The service list I will use to serve the copy of the filed document is
current as of today’s date.

Dated July 20, 2006, at San Francisco, California.

/s/ ELIZABETH LEWIS
Elizabeth Lewis
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Dr. Hugh (Gil) Peach

H GIL PEACH & ASSOCIATES LLC
16232 NW OAKHILLS DRIVE
BEAVERTON OR 97006

(503) 645-0716
hgilpeach@scanamerica.net

Jennifer Holmes

ITRON INC.

11236 EL CAMINO REAL
SAN DIEGO CA 92130
(831) 457-9822
jennifer.holmes@itron.com
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Norman J. Furuta

Attorney At Law

DEPARTMENT OF THE NAVY

2001 JUNIPERO SERRA BLVD., SUITE 600
DALY CITY CA 94014-3890

(650) 746-7312

norman.furuta@navy.mil

Jennifer Porter

Policy Analyst

DIEGO REGIONAL ENERGY OFFICE
8520 TECH WAY SUITE 110

SAN DIEGO CA 92123

(858) 244-1180
jennifer.porter@sdenergy.org

Mahlon Aldridge
ECOLOGY ACTION, INC.
PO BOX 1188

SANTA CRUZ CA 95061
(831) 426-5925 X 116
emahlon@ecoact.org

Walter Mcguire

EFFICIENCY PARTNERSHIP
2962 FILLMORE STREET
SAN FRANCISCO CA 94123
(415) 775-7571
wmcguire@fypower.org

Thomas P. Conlon
President

GEOPRAXIS

PO BOX 5

SONOMA CA 95476-0005
(707) 280-1529
tconlon@geopraxis.com

Peter Miller

Consultant

1834 DELAWARE STREET
BERKELEY CA 94703

(510) 847-5161
p-miller@earthlink.net

MRW & ASSOCIATES, INC.

1999 HARRISON STREET, SUITE 1440
OAKLAND CA 94612

(510) 834-1999

mrw@mrwassoc.com

R0604010 LIST
(cont’d)

Alex Kang

ITRON, INC.

1111 BROADWAY, STE. 1800
OAKLAND CA 94607

(510) 844-2896
alex.kang@itron.com

John Cavalli

ITRON, INC.

1111 BROADWAY, STE. 1800
OAKLAND CA 94607

(510) 844-2876
john.cavalli@itron.com

Rachel Harcharik

ITRON, INC.

11236 EL CAMINO REAL
SAN DIEGO CA 92130
(858) 724-2638

rachel harcharik@itron.com

Jeff Hirsch

JAMES J. HIRSCH & ASSOCIATES
12185 PRESILLA ROAD
CAMARILLO CA 93012-9243

(805) 553-9000

Jeff. Hirsch@DOE2.com

Edward Vine

LAWRENCE BERKELEY NATIONAL
LABORATORY

BUILDING 90-4000

BERKELEY CA 94720

(510) 486-6047

elvine@lbl.gov

Jay Luboff

PACIFIC GAS AND ELECTRIC COMPANY
PO BOX 770000, MC B9A

SAN FRANCISCO CA 94177

(415) 973-5241

J1Ly@pge.com

Josephine Wu

PACIFIC GAS AND ELECTRIC COMPANY
PO BOX 770000, MAIL CODE B9A

SAN FRANCISCO CA 94177

(415) 973-3414
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Devra Wang
SHERYL CARTER, PETER MILLER

NATURAL RESOURCES DEFENSE COUNCIL

111 SUTTER STREET, 20TH FLOOR
SAN FRANCISCO CA 94104

(415) 875-6100

dwang@nrdc.org

Laurie Park

NAVIGANT CONSULTING, INC.
3100 ZINFANDEL DRIVE, SUITE 600
RANCHO CORDOVA CA 95670-6078
(916) 631-3200
Ipark@navigantconsulting.com

Terry M. Fry

NEXANT, INC.

101 SECOND STREET, 10TH FLOOR
SAN FRANCISCO CA 94105

(415) 369-1021

tmfry@nexant.com

Frank Diaz

PACIFIC GAS AND ELECTRIC COMPANY
PO BOX 770000 MAIL CODE B9A

SAN FRANCISCO CA 94177

(415) 973-1713

fdd3@pge.com

James Turnure

PACIFIC GAS AND ELECTRIC COMPANY
PO BOX 770000, MAIL CODE B9A

SAN FRANCISCO CA 94177

(415) 973-4948

jtt8@pge.com

Robert Kasman

RLW ANALYTICS

1055 BROADWAY, SUITE G
SONOMA CA 95476

(707) 939-8823 X 32

robert. kasman@rlw.com

Stacia Okura

RLW ANALYTICS, INC.
1055 BROADWAY, SUITE G
SONOMA CA 95476

(707) 939-8823 X 17
stacia.okura@rlw.com

R0604010 LIST
(cont’d)

jwwd@pge.com

William C. Miller

PACIFIC GAS AND ELECTRIC COMPANY
PO BOX 770000

SAN FRANCISCO CA 94177

(415) 973-4911

wcm2@pge.com

Kenny Swain

POWER ECONOMICS

901 CENTER STREET

SANTA CRUZ CA 95060

(813) 427-9990
kswain@powereconomics.com

Brian Hedman

Vice President

QUANTEC, LLC

720 SW WASHINGTON STREET, STE 400
PORTLAND OR 97205

(503) 228-2992
brian.hedman@quantecllc.com

Eileen Parker

QUEST

2001 ADDISON STREET, STE. 300
BERKELEY CA 94704

(510) 540-7200
eparker@qcworld.com

Lauren Casentini

RESOURCE SOLUTIONS GROUP, INC.
711 MAIN STREET

HALF MOON BAY CA 94019

(650) 726-5113

Icasentini@rsgrp.com

Tory S. Weber

SOUTHERN CALIFORNIA EDISON COMPANY

2131 WALNUT GROVE AVENUE
ROSEMEAD CA 91770

(626) 302-8186
tory.weber@sce.com

Nikhil Gandhi

STRATEGIC ENERGY TECHNOLOGIES, INC.

17 WILLIS HOLDEN DRIVE
ACTON MA 01720

(978) 264-0511
gandhi.nikhil@verizon.net
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Joy C. Yamagata

SAN DIEGO GAS & ELECTRIC COMPANY/SCG

8330 CENTURY PARK COURT
SAN DIEGO CA 92123

(858) 654-1755
jyamagata@semprautilities.com

Central Files

SAN DIEGO GAS AND ELECTRIC COMPANY
8330 CENTURY PARK COURT, CP31E

SAN DIEGO CA 92123

(858) 654-1240

centralfiles@semprautilities.com

Susan Freedman

SAN DIEGO REGIONAL ENERGY OFFICE
8520 TECH WAY, SUITE 110

SAN DIEGO CA 92123

(858) 244-1186
susan.freedman@sdenergy.org

Don Arambula

SOUTHERN CALIFORNIA EDISON
2131 WALNUT GROVE AVENUE
ROSEMEAD CA 91770

(626) 302-8179
don.arambula@sce.com

Marian V. Brown

SOUTHERN CALIFORNIA EDISON

PO BOX 800

2131 WALNUT GROVE AVE,, 3RD FLOOR B7
ROSEMEAD CA 91711

(626) 302-8281

marian.brown@sce.com

(cont’d)

Patricia Thompson

SUMMIT BLUE CONSULTING
1766 LACASSIE AVE. STE 103
WALNUT CREEK CA 94596
(925) 935-0270
pthompson@summitblue.com

Stuart Schare

SUMMIT BLUE CONSULTING
1722, 14TH STEET, SUIET 230
BOULDER CO 80302

(720) 564-1130
sschare@summitblue.com

Melissa Mcguire

SUMMIT BLUE CONSULTING LLC
1722 14TH STREET, SUITE 230
BOULDER CO 80302

(720) 564-1130
mmcguire@summitblue.com

Dan Geis

THE DOLPHIN GROUP
925 L STREET, SUITE 800
SACRAMENTO CA 95814
(916) 447-6206
dgeis@dolphingroup.org

Craig Tyler

TYLER & ASSOCIATES
2760 SHASTA ROAD
BERKELEY CA 94708
(510) 841-8038
craigtyler@comcast.net

Cheryl Collosa

VENTURA COUNTY REGIONAL ENERGY ALLIANCE
1000 SOUTH HILL ROAD, STE. 230

VENTURA CA 93003

(805) 289-3335

cheryl.collosa@ventura.org
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